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TABLE 3.3 OWNERSHIP OF HOME AND BUSINESS/FARM AMONG 1985-86 MINNESOTA STATE
SCHOLARSHIP AND GRANT APPLICANTS

Home Business/Farm
Sample  Percent of Sample Percent of

Property Status Number Total Cases Number Total Cases
Ownership Reported 5,614 84.5% 1,904 28.6%

Some Equity Reported 5,521 83.1 1,730  26.0

No Equity Reported! 93 1.4 174 2.6
No Ownership Reported 1,034 15.5 4,744 71.4
Total 6,648 100.0% 6,648 100.0%

SOURCE: Minnesota Higher Education Coordinating Board.

Note: The 6,648 cases reported in this table represent a 10 percent random
sample of students who applied to the Minnesota State Scholarship and
Grant Program prior to October 15, 1985. '

1 Liabilities exceed the asset value of the property.
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FIGURE 3.3 OWNERSHIP OF HOME AND BUSINESS/FARM AMONG 1985-86 MINNESOTA
STATE SCHOLARSHIP AND GRANT APPLICANTS
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TABLE 3.4 COMPARATIVE DISTRIBUTION OF PARENTAL INCOME FOR 1985-86
MINNESOTA STATE SCHOLARSHIP AND GRANT APPLICANTS--
ALL FAMILIES COMPARED TO HOMEOWNERS

A11 Families! Homeowners?
Tax Year 1984
Parental Income Total Cases Total Cases
$00,000-11,999 20.7% 14.6%
$12,000-23,999 25.7 25.2
$24,000-35,999 27.5 30.1
$36,000-47,999 16.6 19.0
$48,000-59,999 6.3 7.3
$60,000+ 3.2 3.8
Total 100.0% 100.0%

SOURCE: Minnesota Higher Education Coordinating Board.

l Note: Based on a 10 percent random sample of students who applied to
the Minnesota State Scholarship and Grant Program prior to October 15,
1935 (sample cases = 6,648).

2 Note: Based on a 10 percent random sample of students who applied to
the Minnesota State Scholarship and Grant Program prior to October 15,
1985 and reported ownership of a home in tax year 1984 (sample
cases = 5,614).
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FIGURE 3.4 COMPARATIVE DISTRIBUTION OF PARENTAL INCOME FOR 1985-86
MINNESOTA STATE SCHOLARSHIP AND GRANT APPLICANTS--
ALL FAMILIES COMPARED TO HOMEOWNERS
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higher income families own a home, and the lowest proportion of home ownership
occurs among the lowest income families.

Home Equity. The typical homeowner family (71.5 percent of all cases) has
equity in the home of less than $50,000, as can be seen in Table 3.5 and
Figure 3.5. Slightly over one-quarter of the homeowners reported home equity
of between $50,000 and $99,999, whereas only one to two percent reported equity
in excess of $100,000.

Expected Contribution. The Uniform Methodology expects larger contribu-

tions from the family as equity in all forms of assets increases. Table 3.6
and Figure 3.6 show the actual average parental expectation for families with
varying amounts of home equity. The expected contribution rises steadily from
about $2,000 for the family with under $50,000 in home equity to about $8,000
for the family with $100,000 to $150,000 in home equity, to much higher figures
for families with extremely large equity levels.

The unique contribution of home equity to the expected contribution has
been inferred by simulating the Uniform Methodology with all home equity levels
set to zero and then subtracting the resulting average parental contributions
from their corresponding contributions under the Uniform Methodology. The
results of this analysis are also shown in Table 3.6 and Figure 3.6. The
dollar impact of eliminating home equity from the equation is least significant
for those families with low levels of home equity and most significant for
those with high equity levels. Eliminating home equity from the Uniform
Methodology analysis would reduce the expectations on average by 14 percent for
those with under $50,000 in home equity to as much as 69 percent for those with

over $150,000 in home equity.
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TABLE 3.5 DISTRIBUTION OF HOME EQUITY FOR 1985-86
MINNESOTA STATE SCHOLARSHIP AND GRANT
APPLICANTS WHO REPORTED EQUITY IN A HOME

Tax Year 1984 Percent of
Home Equityl Total Cases
$00,001-49,999 71.5%
$50,000-99,999 27.1
$100,000-149,999 1.2
$150,000-249,999 0.1
$250,000+ 0.1

A1l 100.0%

SOURCE: Minnesota Higher Education Coordinating Board.

Note: Based on a 10 percent random sample of students
who applied to the Minnesota State Scholarship
and Grant Program prior to October 15, 1985 and
reported equity in a home in tax year 1984
(sample cases = 5,521).

1 Equity equals the asset value minus liabilities.
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FIGURE 3.5 DISTRIBUTION OF HOME EQUITY FOR 1985-86 MINNESOTA
STATE SCHOLARSHIP AND GRANT APPLICANTS WHO
REPORTED EQUITY IN A HOME
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TABLE 3.6 COMPARATIVE AVERAGE EXPECTED PARENTAL CONTRIBUTION FOR
1985-86 MINNESOTA STATE SCHOLARSHIP AND GRANT APPLICANTS
WHO REPORTED EQUITY IN A HOME--CALCULATION WITH HOME EQUITY
INCLUDED COMPARED TO CALCULATION WITH HOME EQUITY EXCLUDED

Difference

Expected Parental in Parental
Contribution Contribution
Home Home
Tax Year 1984 Percent of Equity Equi ty
Home Equity Total Cases Included! Excluded? Doilars Percent
$00,001-49,999 71.5% $ 2,046 $1,764 $ (282) -14%
$50,000-99,999 27.1 4,250 2,928 (1,322) -31
$100,000-149,999 1.2 8,051 4,724 (3,327) -41
$150,000+ 0.2 24,873 7,740 (17,133) -69

SOURCE: Minnesota Higher Education Coordinating Board.

Note: Based on a 10 percent random sample of students who applied to the
Minnesota State Scholarship and Grant Program prior to October 15, 1985
and reported equity in a home in tax year 1984 (sample cases = 5,521).

1 standard Uniform Methodology; assumes some contribution from home equity
after applying an asset protection allowance (see Chapter II).
Modified Uniform Methodology; assumes no contribution from home equity.
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FIGURE 3.6 COMPARATIVE AVERAGE EXPECTED PARENTAL CONTRIBUTION
FOR 1985-86 MINNESOTA STATE SCHOLARSHIP AND GRANT
APPLICANTS WHO REPORTED EQUITY IN A HOME--
CALCULATION WITH HOME EQUITY INCLUDED COMPARED TO
CALCULATION WITH HOME EQUITY EXCLUDED
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The Business/Farm Owner

This section explores in greater detail the characteristics of the 28.6
percent of the applicant population which reported owning a business or farm in
1984, The distribution by parental income level and equity value is described,
and the extent to which equity level influences the expected parental contri-
bution is explored.

Parental Income. Table 3.7 and Figure 3.7 show the distribution of

parental income for families that reported owning a business or farm contrasted
with the income distribution for the entire applicant population.

Business/farm owners make up about half of the $0 to $12,000 income category,
and nearly 36 percent of all business/farm families reported such low levels of
income in 1984. Fewer and fewer business/farm families fall into each succes-
sive category as family income rises. The income characteristics of the
business/farm population are significantly different--and more bleak--than for
the state's applicant population as a whole.

Business/Farm Equity. The distribution of equity for applicants who

reported equity in a business or farm is skewed toward low values as can be
seen in Table 3.8 and Figure 3.8. More than 60 percent of the business/farm
owners show less than $50,000 in equity, and 20 percent show equity in excess
of $100,000.

Expected Contribution. As with home equity, the Uniform Methodology

expects larger contributions from business and farm assets as the equity level
increases. A deviation from this progressive trend occurs in the $100,000-
$149,999 level, however, which may be due to the high proportion of farm
families with low income in this category. The unique contribution of
business/farm equity to the expected contribution has been inferred by

simulating the Uniform Methodology with all business/farm equity levels set to
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TABLE 3.7 COMPARATIVE DISTRIBUTION OF PARENTAL INCOME FOR 1985-86
MINNESOTA STATE SCHOLARSHIP AND GRANT APPLICANTS--
ALL FAMILIES COMPARED TO BUSINESS/FARM OWNERS

A1l Families! Business/Farm?
Tax Year 1984 Percent of Percent of
Parental Income Total Cases Total Cases
‘$00,000—11,999 20.7% 35.8%
$12,000-23,999 25.7 29.3
$24,000-35,999 27.5 20.8
$36,000-47,999 16.6 8.9
$48,000-59,999 6.3 2.9
$60,000+ 3.2 2.3
Total 100.0% 100.0%

SOURCE: Minnesota Higher Education Coordinating Board.

1 Note: Based on a 10 percent random sample of students who applied to
the Minnesota State Scholarship and Grant Program prior to October 15,
1985 (sample cases = 6,648).

2 Note: Based on a 10 percent random sample of students who applied to
the Minnesota State Scholarship and Grant Program prior to October 15,
1985 and reported ownership of a home in tax year 1984
(sample cases = 5,614).
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FIGURE 3.7 COMPARATIVE DISTRIBUTION OF PARENTAL INCOME FOR 1985-86
MINNESOTA STATE SCHOLARSHIP AND GRANT APPLICANTS--
ALL FAMILIES COMPARED TO BUSINESS/FARM OWNERS

1,500
. Business/Farm Owners

a
‘o
g
-3
w
[+
£~
s )
[ =4
w

2 1,000 ﬁ
<
2
a
[=%
=
Y
o
|
(]
L0
g
=

500 |

e st

$00,000- $12,000- $24,000-  $36,000- $48,000- $60,000+
11,999 23,999 35,999 47,999 59,999

Parental Income

SOURCE: Minnesota Higher Education Coordinating Board.



- 49 -

TABLE 3.8 DISTRIBUTION OF BUSINESS/FARM EQUITY FOR
1985-86 MINNESOTA STATE SCHOLARSHIP AND
GRANT APPLICANTS WHO REPORTED EQUITY IN A
BUSINESS OR FARM

Tax Year 1984 Percent of
Business/Farm Equity1 Total Cases
$00,001-49,999 60.5%
$50,000-99,999 19.7
$100,000-149,999 8.7
$150,000-249,999 7.5
$250,000+ 3.6
Total 100.0%

SOURCE: Minnesota Higher Education Coordinating Board.

Note: Based on a 10 percent random sample of students
who applied to the Minnesota State Scholarship
and Grant Program prior to October 15, 1985 and
reported equity in a business or farm in tax
year 1984 (sample cases = 1,730).

1 Equity equals the asset value minus liabilities.
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FIGURE 3.8 DISTRIBUTION OF BUSINESS/FARM EQUITY FOR 1985-86
MINNESOTA STATE SCHOLARSHIP AND GRANT APPLICANTS WHO
REPORTED EQUITY IN A BUSINESS OR FARM

$250,000+
(3.6%)

$150,000 - 249,999
(7.5%)

$100,000 - 149,999

(8.7%)“~\\\~

$00,001 - 49,999
'$50,000 - 99,999 (60.5%)

(19.7%)-\‘m\“§

SOURCE: Minnesota Higher Education Coordinating Board.



..44_

zero and then subtracting the resulting average parental contributions from
their corresponding contributions under the standard Uniform Methodology. The
results of this analysis are shown in Table 3.9 and Figure 3.9, The dollar
impact of eliminating business/farm equity from the equation is least
significant for those with low levels of equity and most significant for those
with high equity levels. Eliminating business/farm equity would reduce the-
expectation on average by 5 percent ($87) for those with under $50,000 in
business/farm equity and by as much as 73 percent ($6,687) for those with over

$250,000 in business/farm equity.

SPECIAL ISSUES

Two issues related to the treatment of farm and business owners under the
need analysis are (1) the relationship of debt levels to the expected parental
contribution and (2) the expected contribution by equity at various levels of

income,

Relationship of Debt Levels to Expected Contributions

Business/Farm Asset Value and Debt. Figure 3.10 shows the distribution

of gross assets and of debt levels among applicants who reported owning a
business or farm. Over one-third of the proprietors have assets of less than
$50,000 and 70 percent have assets under $150,000. The remaining 30 percent
report assets in excess of $150,000. Given the typical size of a Minnesota
farm and prevailing land values, most full-time farm families are likely to
fall in the latter group.

Debt levels are somewhat evenly distributed throughout the range of less
than .20 to greater than .80. While nearly one-third of the business/farm
owners report liabilities of below .20 of the gross asset value, nearly one-

quarter report liabilities in excess of .80 of the gross asset value.
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TABLE 3.9 COMPARATIVE AVERAGE EXPECTED PARENTAL CONTRIBUTION FOR

1985-86 MINNESOTA STATE SCHOLARSHIP AND GRANT APPLICANTS WHO

REPORTED EQUITY IN A BUSINESS OR FARM--CALCULATION WITH

BUSINESS/FARM EQUITY INCLUDED COMPARED TO CALCULATION WITH

BUSINESS/FARM EQUITY EXCLUDED

Business/  Business/
Tax Year 1984 Farm Farm Change
Business/Farm Percent of Equity Equity
Equity Total Cases Includedl Excluded? Dollars Percent
$00,001-49,999 60.5% $1,609 $1,522 $ (87) -5%
$50,000-99,999 19.7 1,874 1,488 (386) =21
$100,000-149,999 8.7 1,634 991 (643) -39
$150,000-249,999 7.5 3,379 1,864 (1,515) -45
$250,000+ 3.6 9,195 2,508 (6,687) -73

SOURCE: Minnesota Higher Education Coordinating Board.

Note: Based on a 10 percent random sample of students who applied to the
Minnesota State Scholarship and Grant Program prior to October 15, 1985
and reported equity in a business or farm in tax year 1984 (sample

cases = 1,730).

1 standard Uniform Methodology; assumes some contribution from business/farm

equity after applying an asset protection allowance (see Chapter II).

Modified Uniform Methodology; assumes no contribution from business/farm

equity.
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FIGURE 3.9 COMPARATIVE AVERAGE EXPECTED PARENTAL CONTRIBUTION FOR
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FIGURE 3.10 DISTRIBUTION OF BUSINESS/FARM ASSETS AND DEBT LEVELS FOR
1985-86 MINNESOTA STATE SCHOLARSHIP AND GRANT APPLICANTS
WHO REPORTED OWNERSHIP OF A BUSINESS OR FARM
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TABLE 3.10 AVERAGE EXPECTED PARENTAL CONTRIBUTION FOR 1985-86
MINNESOTA STATE SCHOLARSHIP AND GRANT APPLICANTS WHO REPORTED
OWNERSHIP OF A BUSINESS OR FARM BY BUSINESS/FARM ASSET VALUE
AND LEVEL OF DEBT ~

Expected Parental Contribution by Level of Debt

Tax Year 1984
Business/Farm

Asset Value Low Debt! Medium Debt2 High Debt3
$00,001-49,999 $2,223 $1,307 $1,529
$50,000-149,999 2,808 1,762 1,085
$150,000-249,000 4,057 1,180 845
$250,000+ 10,355 4,073 688

SOURCE: Minnesota Higher Education Coordinating Board.

Note: Based on a 10 percent random sample of students who applied to the
Minnesota State Scholarship and Grant Program prior to October 15, 1985
and reported ownership of a business or farm in tax year 1984 (sample
cases = 1,904),

1 Low debt = .00 to .20 debt to asset ratio (e.g., less than $20,000 in debt
on a $100,000 business or farm).

2 Medium debt = .40 to.60 debt to asset ratio (e.g., between $40,000 and
$60,000 in debt on a $100,000 business or farm).

3 High debt = .80 to 1.00 debt to asset ratio {(e.g., more than $80,000 in
debt on a $100,000 business or farm).
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FIGURE 3.11 AVERAGE EXPECTED PARENTAL CONTRIBUTION FOR 1985-86

MINNESOTA STATE SCHOLARSHIP AND GRANT APPLICANTS WHO
REPORTED OWNERSHIP OF A BUSINESS OR FARM BY
BUSINESS/FARM ASSET VALUE AND LEVEL OF DEBT
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Expected Contribution. Table 3.10 and Figure 3.11 show the actual

average parental expectations for families with varying amounts of asset value
and debt level. For business/farm owners with Tow levels of debt, the expected
contribution increases steadily with increasing asset levels, then jumps
dramatically as assets exceed $0.25 million. However for those with high debt
levels, the expected contribution actually declines as the asset value rises.
One likely cause of this phenomenon is the higher cost of debt servicing when
large holdings are heavily mortgaged.

Expected Contribution by
Equity Level and Income Level

A second special issue is the amount that farm or business owners are
expected to contribute to their children's education from equity and how this
varies by income level. Table 3.11 and Figure 3.12 show that little parental
contribution is expected for the low-income business/farm family (those with
income under $12,000) until the business/farm equity exceeds $250,000. For
example, a business or farm owner with between $100,000 and $149,999 in equity
whose income was under $12,000 is expected to contribute, on average, only $107
to his children's education. However, when the business or farm equity exceeds
$250,000, the expected contribution is quite high, even though the income level
is low or non-existent (average parental contribution of $5,094). The table
also indicates that an extremely small percentage of business and farm owners
fall into this situation.

The trend is parallel, though higher in expected contribuﬁion, for
families with higher parental incomes. Figure 3.12 contrasts the contribution
trend for incomes of $0-$12,000 with that of $12,000-$24,000, and those of

$24,000 to $36,000.
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TABLE 3.11 PARENTAL CONTRIBUTION BY EQUITY AT
' VARIOUS LEVELS OF INCOME

Parental Contribution by Income

Farm/Business $00,000- $12,000- $24,000-
Equity 11,999 23,999 35,999
$00,001-49,999 $ 21 $ 506 $ 1,887
N = 303 319 256
$50,000-99,999 $ 62 $ 664 $ 3,356
N = 143 101 56
$100,000~-149,999 $ 107 $1,183 $ 2,913
N = 15 42 19
$150,000-259,999 $ 260 $2,293 $ 6,482
N = 58 37 20
$250,000+ $5,0904 $8,199 $13,837
N = 27 14 11
Average Expectation $ 291 $ 931 $ 2,785
Total N = 606 513 362

SOURCE: Minnesota Higher Education Coordinating Board.
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FIGURE 3.12 PARENTAL CONTRIBUTION BY EQUITY AT VARIOUS

LEVELS OF INCOME
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SUMMARY OF FINDINGS

The previous sections presented profiles of the home and business/farm
owning families that applied for State Scholarships and Grants in 1985-86. The
incidence, or relative frequency, of various income, asset, debt, and equity
circumstances has been shown, as well as the average expected parental contri-
bution from families under each of these financial conditions. This section
summarizes the findings concerning the treatment of homeowners and

business/farm-owners under the Uniform Methodology.

The Homeowner

The vast majority (84.5 percent) of the applicants to the state program
are homeowners, and most (71.0 percent) report home equity of under $50,000.
For those families with under $50,000 in home equity, the average expected
parental contribution is $2,046, but only $282, or approximately 14 percent, of
this amount results from the home equity. The influence of home eqqity on the
expected contribution increases as home equity rises, and the beneficiaries of
a change in the Uniform Methodology that would exclude home equity from the
calculation would be those with high equity. The current asset protection
allowance, which is applied to the equity, appears to provide substantial

coverage for the typical Minnesota homeowner.

The Business/Farm Owner

About one-quarter (28.6 percent) of the applicants to the state program
own a business or farm, and most (60.5 percent) report business/farm equity of
under $50,000. For those families with under $50,000 in business/farm equity,
the average expected parental contribution is $1,609, but only $87, or 5
percent, of this amount results from business/farm equity. The influence of

business/farm equity on the expected contribution increases as business/farm
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equity rises; those owners with the highest equity would benefit most from a
change that would exclude this equity from the Uniform Methodology calculation.
As with home equity, the asset protection allowance works well for the small

business operator or small farmer.

Special Issues

The typical Minnesota farm family has assets in excess of $150,000, but
only 30 percent of the business/farm applicants to the state program have
assets in that range. Fully one-third of these families report debt levels in
excess of(.80 of the asset value of the business/farm. Although the Uniform
Methodology expects large contributions from those with large assets and low
debt Tevels, little is expected of those who are deeply in debt. For example,
the average expected parental contribution for a family with a business/farm
asset in excess of $250,000 with high debt levels (in excess of 80 percent of
the asset, or more than $200,000 of liabilities) is $688. 0On average, as
Table 3.9 shows, only 5 percent of the parental contribution expected from
families with less than $50,000 in equity can be attributed to the influence of
the business/farm equity. Five percent of $688 is only $34. In conclusion,
the Uniform Methodology appears to be sensitive to the situation of the debt-
burdened farmer and would show a high level of need for that family when deter-
mining eligibility for state student aid.

Farm and business owners with Tow income levels, under $12,000, are not
expected to contribute much to their children's education until their equity
exceeds $250,000. At that equity level, a substantial contribution is expected
despite the low income Tevel. A small percentage of business and farm owners

is éffected by this situation,
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CONCLUSION

The analysis in this chapter has demonstrated empirically the effects of
the Uniform Methodology on Minnesota families who are applying for assistance
to finance their children's education. The methodology produces actual
expectations that are consistent with its philosophical orientation--namely, to
expect more as real wealth increases. Whether these expectations are reason-
able is a matter of value judgment, however,

The analysis has clearly documented the ¢risis of high levels of debt
among many farm and business owners in the state. It has been shown, however,
that the Uniform Methodology is sensitive to debt levels and alters the
expectations accordingly.

The simulation of alternatives shows that blanket exemption of either home
or business/farm equity would be a costly and inefficient means of targeting
additional relief to those in greatest distress, if that is deemed to be an

important policy goal.
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CHAPTER IV. ALTERNATIVE STRATEGIES FOR CONSIDERING ASSETS IN
THE NEED ANALYSIS

INTRODUCTION

Minnesota could respond in various ways to concerns about considering
equity from assets in determining a family's expected contribution toward its
children's post-secondary education. The state could continue to adhere to the
Uniform Methodology, develop its own need analysis methodology to address
unique Minnesota concerns, or develop solutions to address its specific
concerns without altering the national need analysis.

Each of these three general strategies would have different effects on
students and their families, post-secondary institutions, and the state. This
chapter examines the advantages and disadvantages of each of these three

approaches.

ADHERING TO THE UNIFORM METHODOLOGY

Advantages

Students and their families would experience clear advantages if Minnesota
continued to adhere to the Uniform Methodology. One advantage is simplicity.
By relying on a single need analysis for all state and institutional aid
programs, the student and family need complete only one application form for
all sources of aid. A second advantage is clarity. The student and family
experience no confusion over what will be their expected contribution.

To post-secondary institutions, the advantages are similar. Institutions
find it much simpler to rely on one need analysis to serve multiple purposes
than to process multiple forms for each student and to incorporate into the

student aid packages varying estimates of what a family can reasonably afford
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to contribute. Indeed, the Uniform Methodology was developed to avoid the
problems of multiple applications and multiple estimates of need. Institutions
also find it easier to advise and explain to students their eligibility for
various types of financial aid if only one estimate of the family's contribu-
tion is used.

An additional advantage from the perspective of the post-secondary insti-
tution is the Uniform Methodology's fairness. The financial aid community
generally has accepted the concept that asset equity is a resource to consider
when estimating a family's ability to pay. Therefore, the Uniform Methodology
has been accepted by most post-secondary educational institutions as fair and
objective to students and their families. Using this standard need analysis
eliminates subjective judgment when estimating a family's ability to pay. Most
institutions endorse this principle because they are committed to using finan-
cial aid to meet student financial need and not to enhance achievement of
objectives, such as recruiting.

From the state's perspective, there are advantages in continuing to adhere
to the Uniform Methodology as well. 1If the consensus within the state is that
asset equity should be taken into account in estimating the family's ability
to pay, then adhering to current policy is preferable. It is the simplest
strategy for the state to implement and administer because it is consistent
with current operating procedures and with the long-range plan to move toward a
campus-based delivery system for State Scholarships and Grants. Furthermore,
using the single need analysis eliminates any ambiguity about the estimated
contribution of the student and family. Finally, the process is fair and
objective. It treats all participants the same. And perhaps even more

importantly, adhering to the Uniform Methodology prevents using irrelevant
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factors, such as political and economic considerations, in estimating a
family's ability to pay.

Adhering to the Uniform Methodology does not mean maintaining the status
quo. The Uniform Methodology is reviewed and changed annually. Change occurs
only through a deliberative process, however. The concerns of a state will be
reflected in changes in the Uniform Methodology only if and when the majority

of the parties involved in re-evaluating the methodology agree to the change.

Disadvantages

A disadvantage to students and their families of continuing to adhere to
the Uniform Methodology is that those families who currently do not benefit
because of an expected contribution from asset equity would remain ineligible
for aid.

A disadvantage for post-secondary institutions of continuing to abide by
the Uniform Methodology is that it 1imits the institution's discretion in
determining a student's financial aid.

A disadvantage to the state is the lack of full policy control implicit in
using a consensus model in which other parties participate. If, for example, a
consensus were to develop within Minnesota that the current treatment of asset
equity within the Uniform Methodology is inappropriate, there is no assurance
that the state could prompt a policy change nationally to accommodate Minne-

sota's concern.

DEVELOPING A MINNESOTA METHODOLOGY

Developing a Minnesota methodology could take one of two forms. Minnesota
could adopt an analysis that required collecting data different from those now
collected. This would require both a separate application form and a distinct

analysis of the family's ability to pay. Alternatively, the state could rely
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on currently collected data but simply not include certain data elements, such
as asset équity, in the determination of aid. This would eliminate the need
for a separate application form, but likely would mean developing different
expectations from other factors, such as income, that would be distinct from

the expectations incorporated into the Uniform Methodology.

Advantages

Developing a unique Minnesota need analysis methodology would help some
students and their families. If, for example, asset equity were exciuded from
any consideration in the need analysis, applicants who demonstrate an expected
family contribution from asset equity would benefit. Families with the least
wealth would benefit the Teast, however. If this change were made without any
other adjustments and the legislature appropriated additional funds to fill the
additional need, this benefit would come at no cost to other students. If addi-
tional funds could not be provided, however, other students would experience a
reduction in aid eligibility.

A unique Minnesota methodology would be an advantage to post-secondary
institutions only if they too were disenchanted with the national need analysis
and preferred the adapted Minnesota model.

The chief advantage to the state would be to gain total control over need

analysis policies.

Disadvantages

A Mihnesota methodology would present two disadvantages to students and
their families. First, applying for aid could become more tedious because of
the possible need to fill out multiple applications. This would depend on how
the methodology was developed. If the analysis used the same data elements as

the Uniform Methodology but simply applied them in a different way, there would
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be no need for a new application form. Whether or not there were multiple
applications, a second disadvantage would exist--that is, the process of
applying for aid would become more complicated because there would be multiple
expectations of what the family should contribute. This could create confusion
for students and parents.

For post-secondary institutions, there are several disadvantages to
adopting a Minnesota methodology. First, imposing a Minnesota methodology
would increase the complexity of providing financial aid to students., It would
be more difficult for financial aid administrators to explain the various and
contradictory aspects of financial aid to students and parents. Second, data
processing requirements at the campus for estimating students' total financial
aid packages would become more complex. Third, given the general perception
within the financial aid community that estimating a contribution from asset
equity is reasonable and fair, many financial aid officers would perceive a
need analysis that ignored asset equity as being less fair than the existing
procedure. And finally, developing a Minnesota methodology would provide a
distinct disadvantage to those institutions that appeal to students from out of
state because these students likely would be required to use multiple need
analyses,

The state would find it more difficult to implement this strategy than to
retain what it is doing today. Because of the significant difficulties that a
unique state methodology would present for data processing, implementing this
strategy could impede the state's ability to move toward the campus-based
delivery system currently being pilot tested. A serious disadvantagé is that
the need analysis could lose its objectivity. At the federal level, for

example, the Pell grant need analysis has been subjected to political and
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economic considerations that have little to do with estimating a family's

ability to pay. Similar developments could occur in Minnesota.

RESPONDING TO UNIQUE CONCERNS WITH NON-NEED ANALYSIS REMEDIES

The state could respond to specific concerns by developing special
responses other than altering the need analysis. For example, the state could
develop a targeted state-level program similar to the approach adopted by the
1985 Legislature to assist farm families that may have been overvaluing their
farms. The state could develop a campus-based program that provides additional
discretionary funds to financial aid officers to respond to unique needs on
campus. Or, the state could provide more funding for alternatives to grant

aid, such as the State Work-Study Program.

Advantages

Developing a specific remedy to a perceived problem would help students
and parents without eroding the integrity of the financial aid system. Using
this strategy would eliminate confusion that students and parents might
experience with varying estimates of their family contribution or ability to
pay .

The potential advantages to the state would depend upon the specific
approach adopted. One advantage would be to preserve the objectivity of need
analysis in general. Beyond this, however, a targeted approach could be
designed to fit well into broader statewide goals. For example, expanding
non-grant programs such as work-study would preserve the principle that asset
equity represents a legitimate resource in analyzing a family's ability to pay
but provide an alternative way for the student to secure financial assistance.

Adopting a targeted approach also would allow the state to review and revise
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the policy if it does not work without jeopardizing the strength of the

existing financial aid system.

Disadvantages

A potential disadvantage to students and their parents of a discretionary
program is that those who need the assistance may not receive it. Discretion
implies use of judgment by many persons, and without clearly defined guidelines
the subjective judgment of a financial aid officer might not recognize the
student's perceived need.

The most salient disadvantage to the institution is that this approaéh
would create another program to implement and monitor. It would mean more work
for financial aid offices, many of which are heavily overburdened.

From the state's perspective the potential disadvantages would depend upon
the nature of the program implemented. Developing a fully discretionary
campus-based program, for example, would reduce state policy control, making it

difficult to ensure objectivity and equity.

CONCLUSIONS

The Uniform Methodology has several advantages. It has stood the test of
time and is accepted generally as a fair, equitable, and understandable
approach to estimating a family's ability to pay. But adhering to this
methodology makes sense only if it continues to meet the state's policy objec-
tives. If it becomes apparent in the future that those objectives are not
being met, other approaches might merit consideration, either as a replacement

for or supplement to Uniform Methodology.



